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THE  monetary  gold  stocks  of  the  United  States 
have  reached  the  staggering  figure  of  over  $16,000,- 
000,000,  or  about  59  per  cent  of  the  world  total. 
At  the  end  of  1929,  such  stocks  amounted  to  only 
$3,900,000,000  at  the  then  existing  valuation,  which 
represented  38  per  cent  of  the  world  supply  of 
monetary  gold.  The  holdings  of  the  United 
States  have  risen  300  per  cent  in  value  since  the 
price  of  $35  per  ounce  was  set  in  January  1934, 
and  the  drain  on  foreign  monetary  reserves  has 
continued  almost  uninterruptedly  from  that  time 
to  the  present.  This  huge  increase  is  unwanted, 
since  it  can  serve  no  useful  purpose  to  the  United 
States;  and  it  has  contributed  to  the  maldistribu¬ 
tion  of  world  monetary  reserves.  Hence,  there  is 
general  agreement  that  our  excess  stocks  are  at 
least  a  nuisance,  and  at  worst  a  tangible  danger 
to  our  monetary  and  credit  structure,  owing  to 
their  inflationary  potentialities.  On  the  other 
hand,  there  is  no  consensus  of  opinion  on  the 
solution  of  the  problem  and  little  on  its  causes. 

The  gold  and  monetary  policy  of  the  United 
States  received  little  attention  from  the  public  at 
large  from  the  time  of  the  Bryan-McKinley  cam¬ 
paign  of  1896  until  the  Hoover-Roosevelt  cam¬ 
paign  of  1932.  Gold  was  valued  at  $20.67  P^'' 
ounce,  and  paper  currency  was  readily  convertible 
into  metal  on  demand,  except  for  a  temporary- 
period  in  1907  and  again  during  the  war.  More¬ 
over,  with  huge  gold  stocks  the  dollar  was  con¬ 
sidered  impregnable.  Even  in  1913,  the  United 
States  held  about  twice  as  much  gold  as  France 
and  over  eight  times  as  much  as  Great  Britain.^ 
For  many  reasons,  there  was  no  question  of 
abandoning  the  gold  standard  when  virtually  all 
European  currencies  collapsed  under  the  pressure 
of  war,  and  the  outward  flow  in  1919,  1925  and 
1928  was  viewed  with  complacency. 

The  combination  of  internal  depression  and  in¬ 
ternational  monetary  difficulties,  however,  began 
to  make  itself  felt  on  the  dollar  in  the  fall  of 
1931.  On  September  21,  1931,  following  the  with- 

I.  Cf.  Federal  Reserve  Bulletin,  June  1933,  p.  368. 


drawal  of  about  $1,000,000,000  of  funds  from  [ 
London,  Great  Britain  abandoned  the  gold  * 
standard,  and  this  action  was  followed  by  an  un*  | 
precedented  outflow  of  gold  from  the  United 
States.^  After  a  temporary  halt,  the  outflow  was  ^ 
resumed  in  the  first  half  of  1932,  bringing  the 
total  gold  loss  for  the  nine  months  ended  June  30  | 

of  that  year  to  about  $1,100,000,000.*  Despite  the  f 
fact  that  this  left  the  country  with  apparently  ade-  j 
quate  reserves — $3,919,000,000  as  of  June  30,  1932'*  ' 

—  and  the  outflow  was  soon  halted,  President 
Hoover  in  his  Des  Moines  campaign  speech  stated  '• 
that  the  United  States  had  been  within  two  weeks 
of  abandoning  gold.*  Thus,  there  is  some  evidence 
that  this  country  might  have  been  forced  to  fol¬ 
low  Great  Britain’s  earlier  example  as  a  result  of 
outside  pressure.  When  gold  was  actually  aban¬ 
doned,  however,  the  action  was  taken  for  reasons  > 
related  to  the  internal  economic  position  of  the 
country.  The  United  States,  then,  is  in  the  posi¬ 
tion  of  having  abandoned  gold  and  allowed — or 
forced — the  dollar  to  depreciate  in  order  to  allevi-  j 
ate  a  domestic  crisis  characterized  by  distrust  of 
the  banks  rather  than  pressure  on  the  currency.^ 

THE  BACKGROUND  OF  DEVALUATION 

The  banking  crisis  of  early  1933  was  the  im¬ 
mediate  signal  for  the  series  of  emergency  mone¬ 
tary  measures,  sponsored  by  President  Roosevelt, 
which  culminated  in  devaluation  of  the  dollar  to 
59.06  per  cent  of  its  former  gold  value  on  Janu¬ 
ary  31, 1934.  Behind  the  banking  crisis  lay  a  serious  , 
economic  maladjustment.  By  March  1933,  com¬ 
modity  prices  had  dropped  37  per  cent  below  the 
1929  average,  or,  expressed  in  another  way,  the  ^ 
purchasing  power  of  the  dollar  had  increased  by  ^ 

2.  Annual  Report  of  the  Secretary  of  the  Treasury  on  the  State  j 

of  the  Finances  for  the  Fiscal  Year  ended  fune  jo,  1932 
(Washington,  U.  S.  Government  Printing  Office,  1932),  p.  3.  * 

3.  Ibid. 

4.  Ibid.,  p.  434. 

5.  Cf.  Neu/  Yorh,  Times,  October  5,  1932. 

6.  For  a  discussion  of  this  point,  cf.  Paul  Einzig,  The  Sterling-  , 
Dollar-Franc  Tangle  (New  York,  Macmillan,  1933),  p.  76. 
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about  59  per  cent7  Considering  the  concomitant  de¬ 
cline  in  production,  lower  prices  involved  an  enor¬ 
mous  increase  in  the  burden  of  private  indebtedness. 
The  position  of  the  farmers  was  particularly 
serious,  since  the  ratio  of  prices  received  for  their 
'  products  to  the  prices  which  they  paid  for  com- 
j  modities  was  only  58  per  cent  of  the  1929  average' 
in  March  1933.®'^  Moreover,  based  on  the  general 
index  of  farm  product  prices,  it  would  have  re- 
”  quired  almost  two  and  a  half  times  more  goods 
I  to  discharge  a  given  dollar  obligation  in  March 
1933,  than  in  1929.*°  Although  the  problems  of 
i  industry  and  trade  were  different  from  those  faced 
'  by  agriculture,  they  were  hardly  less  difficult;  even 
conservatively  capitalized  corporations  struggled 
^  under  a  heavy  burden  of  debt. 

With  a  large  percentage  of  even  nominally 
“high  grade”  corporate  bonds  and  mortgages  in 
default,  and  with  general  security  prices  seriously 
depressed,  the  position  of  the  banks  became  in- 
j  creasingly  acute.  The  number  of  bank  suspen- 
>  sions  amounted  to  1,350  in  1930,  followed  by 
!  2,293  in  1931  and  1,453  in  1932.“  A  large  number 

'  of  suspensions  occurred  in  the  nine  months  ended 

^  February  28,  1932,  but  the  newly  created  Recon- 
k  struction  Finance  Corporation  entered  the  picture 
^  at  this  time  with  financial  aid  which  bolstered  the 
shaky  credit  structure.  It  was  soon  evident,  how- 
f  ever,  that  this  support  was  only  a  palliative,  and 
I  a  new  wave  of  suspensions  appeared  in  the  latter 
part  of  1932  and  early  part  of  1933.'^  The  crisis 
entered  its  final  stage  with  the  Michigan  bank 
holiday,  declared  on  February  14,  1933,*^  and  by 
the  time  of  President  Roosevelt’s  inauguration  it 
was  apparent  that  only  decisive  action  could  pre¬ 
vent  collapse  of  the  country’s  credit  machinery. 

I  This  action  took  the  form  of  a  general  banking 
holiday,  proclaimed  by  the  President,  from 
i  March  6  to  March  9,  inclusive.  Instructions  were 

1  issued  to  the  Treasurer  and  the  Director  of 

I  the  Mint  to  pay  out  gold  during  this  period  only 

'  7.  Computed  from  U.  S.  Department  of  Commerce,  Statistical 

^  Abstract  of  the  United  States  igjs  (Washington,  U.  S.  Govern- 

Iment  Printing  Office,  1935),  p.  291.  Hereinafter  cited  as 
Statistical  Abstract. 

8-9.  Ibid.,  p.  591.  For  a  brief  summary  of  agricultural  and 
j  non-agricultural  price  trends,  cf.  Gardner  C.  Means,  N.R.A., 
j  A.A.A.,  and  the  Maying  of  Industrial  Policy,  printed  as  U.S. 
}  Senate  Document  No.  ij,  74th  Congress,  ist  Session  (Washing- 
j  ton.  Government  Printing  Office,  1935),  p.  8. 

V  10.  Computed  from  Statistical  Abstract  1934,  p.  284. 

II.  Standard  Statistics  Co.,  Inc.,  Standard  Trade  and  Securities, 
Basic  Statistics,  January  21,  1938,  p.  A-8. 

12.  Some  observers  have  ascribed  the  increase  in  suspensions  at 
this  time  to  the  publication  of  the  list  of  loans  made  by  the  RFC 
to  banks.  On  this  point,  cf.  Ernest  K.  Lindley,  Half  Way  With 
Roosevelt  (New  York,  Viking,  1936),  pp.  89-90. 

13.  For  a  brief  summary  of  the  banking  difficulties  at  this 
time,  cf.  Federal  Reserve  Bulletin,  March  1933,  p.  113. 


under  license.*'*  The  operations  of  the  nation’s 
banking  system  consequently  were  halted.  Lack  of 
confidence  in  the  banks  had  caused  a  heavy 
increase  in  withdrawals,  reflected  by  a  rise  of 
$1,630,000,000  in  currency  circulation  during  the 
period  from  February  15  to  March  4,  1933.*’  At 
the  same  time,  a  large  part  of  the  flight  capital 
which  had  entered  this  country  after  the  1931 
exodus  from  London  was  withdrawn,  thus  add¬ 
ing  foreign  pressure  to  domestic  difficulties.*^  In 
a  measure,  then,  external  circumstances  contrib¬ 
uted  to  the  formulation  of  monetary  policy,  but 
the  chief  emphasis  was  on  internal  factors. 

The  Emergency  Banking  Act,  enacted  March  9, 
was  concerned  primarily  with  matters  related  to 
the  domestic  banking  situation,  but  it  did  au¬ 
thorize  the  Secretary  of  the  Treasury  to  require 
the  surrender  of  gold  coin,  bullion  and  certificates 
in  exchange  for  an  equivalent  amount  of  other 
coin  or  currency.*^  A  presidential  proclamation  of 
the  same  date  continued  indefinitely  the  pro¬ 
visions  of  the  March  6  proclamation,  and  this 
was  followed  on  the  next  day  by  an  executive 
order  prohibiting  gold  exports  except  as  approved 
and  licensed  by  the  Secretary  of  the  Treasury.*® 
On  April  5  an  executive  order  forbade  hoarding 
of  gold  and  required  the  delivery  of  gold  or  gold 
certificates  (with  certain  minor  exceptions)  to  the 
Federal  Reserve  Bank.*^  Despite  these  measures 
the  dollar  at  first  remained  stable  in  foreign  ex¬ 
change,  although  the  steps  taken  to  call  in  do¬ 
mestic  gold  and  license  further  shipments  abroad 
suggest  that  devaluation  was  contemplated.  Yet, 
the  banking  crisis  was  largely  liquidated,  and  re¬ 
serves  were  ample  to  resume  specie  payment  for 
foreign  or  domestic  account.^**  On  April  19,  how¬ 
ever,  the  Treasury  announced  that  licenses  to  ship 
gold  in  support  of  the  dollar  would  be  discontinued 
until  further  notice;^*  and  on  April  20  an  executive 

14.  Annual  Report  of  the  Secretary  of  the  Treasury,  1934, 
p.  201.  The  text  may  be  found  in  the  Federal  Reserve  Bulletin, 
March  1933,  pp.  1 13-14. 

15.  Of  this  amount,  $300,000,000  represented  demand  for 
gold  coin  and  gold  certificates.  Cf.  Federal  Reserve  Bulletin, 
April  1933,  p.  21 1. 

16.  Cf.  John  Donaldson,  The  Dollar  (New  York,  Oxford, 
1937).  P.  22. 

17.  Annual  Report  of  the  Secretary  of  the  Treasury,  1934, 
p.  202. 

1 8.  Ibid. 

19.  Ibid. 

20.  “Between  March  4  and  April  5,  $1,225,000,000  of  money 
returned  to  the  reserve  banks,  of  which  $645,000,000  consisted 
of  gold  coin  and  gold  certificates;  the  ratio  of  reserves  against 
Federal  reserve  notes  and  deposits  combined  advanced  from 
45.1  to  59.7  per  cent.”  Federal  Reserve  Bulletin,  April  1933, 
p.  209. 

21.  Annual  Report  of  the  Secretary  of  the  Treasury,  1934, 
p.  202. 
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order  imposed  an  embargo  and  left  the  dollar  free 
to  find  its  own  level.^^  These  steps  were  followed 
by  a  substantial  depreciation  of  the  dollar.^^  Since 
the  country’s  balance  of  international  payments  was 
favorable  at  the  time,  it  is  possible  that  the  Ad¬ 
ministration-sponsored  Thomas  Amendment  to 
the  Agricultural  Adjustment  Act,  which  was  in¬ 
troduced  into  Congress  on  April  20,  was  a  factor 
in  the  decline.^'* 

DEPRECIATION  OF  THE  DOLLAR 

The  Thomas  Amendment,  which  became  law 
on  May  12,  marked  the  appearance  of  a  new  mone¬ 
tary  policy  from  the  series  of  emergency  measures 
originally  taken  to  deal  with  the  domestic  bank¬ 
ing  crisis.  The  fundamental  objective  was  de¬ 
scribed  by  President  Roosevelt  in  his  radio  address 
of  May  7  as  follows:  “The  Administration  has  the 
definite  objective  of  raising  commodity  prices  to 
such  an  extent  that  those  who  have  borrowed 
money  will,  on  the  average,  be  able  to  repay  that 
money  in  the  same  kind  of  dollar  which  they 
borrowed.”^’  In  addition  to  other  provisions  re¬ 
lating  to  silver,  the  expansion  of  Federal  Reserve 
credit  and  the  issuance  of  “greenbacks,”  the  Presi¬ 
dent  was  given  broad  powers  to  reduce  the  gold 
content  of  the  dollar  by  not  more  than  50  per  cent.^'^ 
The  break  with  the  past  was  completed  on 
June  5  when  the  gold  clause  was  abrogated  in  ex¬ 
isting  contracts  and  prohibited  for  the  future.^^ 

Until  introduction  of  the  Thomas  Amendment 
and  imposition  of  the  gold  embargo,  there  ap¬ 
pears  to  have  been  a  general  assumption  that  sus¬ 
pension  of  gold  payments  was  purely  a  temporary 
measure,  and  that  devaluation  of  the  dollar  was 
not  in  prospect.  The  first  half  of  April,  however, 
witnessed  a  growing  sentiment  in  Congress  for 
monetary  inflation  as  a  price-raising  measure;  and 
the  Thomas  Amendment  both  answered  this 

22.  Cf.  Leo  Pasvolsky,  Current  Monetary  Issues  (Washington, 
Brookings,  1933),  p.  42. 

23.  The  dollar  declined  17  per  cent  from  its  former  gold  parity 
in  the  four  weeks  following  April  20.  Federal  Reserve  Bulletin, 
June  1933,  p.  342. 

24.  In  the  opinion  of  at  least  one  observer,  a  run  on  the  dollar 
was  deliberately  engineered  by  the  American  authorities.  Einzig, 
The  Sterling-Dollar-Franc  Tangle,  cited,  pp.  73-78. 

25.  New  Yor/^  Times,  May  8,  1933. 

26.  For  a  discussion  of  the  monetary  provisions  of  the  AAA 
(73rd  Congress,  H.R.  3835,  approved  May  12,  1933),  cf.  Max¬ 
well  A.  Stewart,  “International  Aspects  of  Roosevelt’s  Monetary 
Policy,”  Foreign  Policy  Reports,  January  31,  1934,  p.  272. 

27.  The  constitutionality  of  the  abrogation  of  the  gold  clause 
was  promptly  challenged,  and  the  possibility  of  an  adverse  de¬ 
cision  by  the  Supreme  Court  threatened  to  upset  the  entire 
monetary  program.  By  the  narrow  margin  of  5-4,  however,  the 
government  was  indirectly  upheld  by  the  refusal  of  the  Supreme 
Court  to  allow  suits  for  nominal  damages.  Cf.  New  York,  Times, 
February  19,  1935. 


demand  and  forestalled  more  drastic  action.  Al-  | 
though  monetary  policy  remained  essentially  pas-  I 
sive,  the  determination  of  the  United  States  to  I 
avoid  stabilization  and  retain  control  over  the 
gold  value  of  the  currency  as  a  means  of  restoring 
the  price  level  was  made  abundantly  clear  at  the 
time  of  the  London  Monetary  and  Economic 
Conference.^®  During  the  three  months  following 
the  Conference,  the  dollar  was  evidently  allowed 
to  seek  its  own  level  without  positive  action  by  1 
the  Administration.  Meanwhile,  general  prices 
were  rising;  the  September  wholesale  index  aver¬ 
aged  17  per  cent  above  March,  and  the  index  of 
farm  prices  was  35  per  cent  higher.^^  Whether  this 
rise  was  due  solely  or  in  part  to  depreciation  of  the 
dollar  or  to  the  effects  of  the  NRA  and  AAA  is 
beyond  the  scope  of  this  survey.  There  is  reason  to  I 
believe,  however,  that  the  rise  itself,  together  with 
the  accompanying  upturn  in  production,  tended  to 
shift  emphasis  from  monetary  action  to  measures 
directly  fostering  an  increase  in  wages  and  em¬ 
ployment.^®  Apparently  it  was  not  until  well  into 
the  fall  that  renew’ed  inflationary  demands,  largely 
on  the  part  of  agricultural  interests,  were  answered  L 
in  part  by  further  attempts  to  raise  prices  by  in-  I 
creasing  the  price  of  gold.^*  I 

THE  GOLD  PURCHASE  PLAN  . 

On  October  22  President  Roosevelt  reiterated 
that  it  was  the  government’s  policy  to  restore  prices 
and  stated  that  he  was  “authorizing  the  Recon¬ 
struction  Finance  Corporation  to  buy  gold  newly 
mined  in  the  United  States.”^^  In  addition,  he  I 
announced  that  “whenever  necessary  to  the  end 
in  view,  we  shall  also  buy  or  sell  gold  in  the 
world  market.”^^  The  machinery  for  putting  this  , 
plan  into  operation  was  embodied  in  an  Executive 
order  dated  October  25,^“*  and  the  price  for  newly- 
mined  gold  was  placed  at  $31.36  per  ounce,  rising  ' 

28.  In  an  emphatic  rejection  of  stabilization  proposals,  the 

President  stated  in  his  July  3  message  to  the  Conference:  “Let 
me  be  frank  in  saying  that  the  United  States  seeks  the  kind  of  f 
dollar  which  a  generation  hence  will  have  the  same  purchasing  I 
power  and  debt-paying  power  as  the  dollar  value  we  hope  to 
attain  in  the  near  future.  That  objective  means  more  to  the 
good  of  other  nations  than  a  fixed  ratio  for  a  month  or  two  in 
terms  of  the  pound  or  franc.”  For  a  full  discussion  of  monetary 
policy  at  this  time,  cf.  Stewart,  “International  Aspects  of 
Roosevelt’s  Monetary  Policy,”  cited,  pp.  273-75.  I 

29.  Computed  from  Statistical  Abstract  1935,  p.  291. 

30.  Cf.  League  of  Nations,  World  Economic  Survey  1932-33,  ■ 
p.  312,  and  World  Economic  Survey  1933-34,  p.  35- 

31.  World  Economic  Survey  1933-34,  cited,  pp.  37-38.  Cf. 
also  Pasvolsky,  Current  Monetary  Issues,  cited,  pp.  99-103. 

32.  New  York  Times,  October  23,  1933. 

33.  Ibid.  . 

34.  Annual  Report  of  the  Secretary  of  the  Treasury,  1934, 
p.  203. 
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gradually  to  a  fixed  level  of  $34.06  in  December 
and  $34.45  in  January,  1934.” 

This  short-lived  attempt  to  raise  the  internal 
price  level  by  advancing  periodically  the  price  of 
gold  was  generally  attributed  to  Professor  George 
F.  Warren.^^  While  the  extent  of  Professor 
Warren’s  influence  at  this  time  has  never  been 
clearly  defined,  the  President  appointed  him  and 
James  H.  Rogers  of  Yale  on  July  10,  1933  to  make 
a  survey  of  Federal  finances.^^  Together  with 
i  James  Warburg  and  Professor  Rogers,  he  was 
1  also  summoned  to  a  Hyde  Park  conference  on 
f  currency  held  August  9,  1933.^®  Whatever  may 
I  have  been  the  Administration’s  long-term  inten¬ 
tions  regarding  the  establishment  of  a  “commodity 
f  dollar”  or  achievement  of  price  control  through 
gold  purchases,  this  phase  of  monetary  policy 
came  to  a  halt  when  the  dollar  was  re-established 
on  a  gold  basis  January  31,  1934.  Pursuant  to  the 
Gold  Reserve  Act  of  1934,^^  approved  the  preced¬ 
ing  day,  the  price  of  gold  was  set  at  $35  per 
ounce,  giving  the  dollar  a  gold  value  equivalent 
to  59.06  per  cent  of  its  former  level.  The  President 
was  given  power  further  to  devalue  to  50  per  cent, 
t  or  conversely,  to  raise  the  price  of  gold  to  $41.34 
[  per  ounce,  but  the  upper  limit  was  placed  at  60 
per  cent  of  the  old  value. 

%  The  change  of  policy  implied  by  stabilization 
may  have  taken  place  for  several  reasons.  Clearly, 

1  the  price  raising  objective  was  not  attained  prior 
to  stabilization,  notwithstanding  the  President’s 
!  statement  of  policy  in  this  respect  on  October  22, 
E  1933.'*®  The  general  index  of  wholesale  prices 
had  risen  a  bare  20  per  cent  from  March  1933,  to 
January  1934,  and,  in  the  latter  month,  it  was 
i  almost  28  per  cent  below  the  frequently — if  not 
officially — mentioned  1926  goal.'**  While  this  does 
r  not  necessarily  indicate  complete  failure  of  price- 
I  raising  efforts,  the  record  of  subsequent  events 
'  implies  that  President  Roosevelt  was  not  im- 
I  pressed  with  the  efficacy  of  the  gold  buying  pro- 
;  gram  in  this  respect.  The  latter  may  even  have 
I*  been  employed  purely  as  a  concession  to  inflation- 
1  ist  sentiment  in  order  to  forestall  demands  for 
I  more  direct  measures.  Possibly  the  Administra- 

I  35-  Ibid. 

■  3^.  New  Yor]{_  Times,  Cktober  24,  1933. 

I  37.  Ibid.,  July  II,  1933. 

^  38.  Ibid.,  August  7,  1933. 

j  39.  Public  No.  87,  73rd  Congress,  H.R.  6976.  The  text  has 
been  published  in  the  Federal  Reserve  Bulletin,  February  1934. 
40.  “It  is  the  government’s  policy  to  restore  the  price  level 
first.  I  would  not  know  .  .  .  just  what  the  permanent  valua¬ 
tion  of  the  dollar  will  be.  To  guess  at  a  permanent  gold 
valuation  now  would  certainly  require  later  changes  caused 
'  by  later  facts.”  New  Yor/i  Times,  October  23,  1933. 

^  41.  Computed  from  Statistical  Abstract  1935,  p.  291. 


tion  may  also  have  reasoned  that  the  previous 
depreciation  of  the  dollar,  together  with  continued 
management  of  currency  and  credit  and  various 
domestic  economic  recovery  measures,  would  suf¬ 
fice  to  bring  about  a  higher  price  level.  Of  per¬ 
haps  greater  importance,  however,  was  the  grow¬ 
ing  pressure  for  a  return  to  a  fixed  gold  standard, 
which  tended  to  outweigh  the  influence  of  the 
commodity  dollar  and  inflationist  groups,**^ 

GOLD  POLICY  1934-1939 

Strictly  speaking,  there  have  been  no  changes 
in  the  gold  policy  of  the  United  States  since  the 
Gold  Reserve  Act  of  1934  came  into  effect,  al¬ 
though  there  have  been  some  modifications  of  a 
mechanical  nature.  In  addition  to  giving  the 
President  power  to  alter  the  gold  content  of  the 
dollar  within  a  range  of  50  to  60  per  cent  of  its 
former  weight — a  power  used  only  once — the  Act 
vested  in  the  government  title  to  all  gold  held 
by  the  Federal  Reserve  System.  The  immediate 
revaluation  of  these  gold  holdings  at  $35  per 
ounce,  as  compared  with  a  previous  price  of  $20.67, 
netted  the  government  $2,808,000,000  of  which 
$2,000,000,000  was  set  aside  as  a  stabilization 
fund.**^  The  powers  relating  to  the  Stabilization 
Fund  and  alteration  of  the  gold  content  of  the 
dollar  were  to  expire  at  the  end  of  two  years  un¬ 
less  prolonged  by  the  President  for  an  additional 
period  of  not  more  than  one  year — which  was 
done  by  proclamation  on  January  10,  1936.'*'*  An 
Act  of  January  23,  1937  further  extended  these 
powers  until  June  30,  1939,  or  until  the  President 
should  “declare  the  existing  emergency  ended.”^’ 
This  legislation  had  already  e.xpired  when  on 
July  5,  1939,  the  Senate  approved  a  bill  continuing 
the  President’s  power  over  the  dollar  until 
June  30,  1941. 

Since  February  i,  1934,  then,  the  United  States 
Treasury  has  bought  gold,  whether  of  foreign  or 
domestic  origin,  at  the  fixed  price  of  $35  per 
ounce,  less  one  quarter  of  i  per  cent  for  handling 
and  the  usual  mint  charges."*^  Of  less  significance, 

42.  Cf.,  for  example,  the  imfHirtance  which  the  press  at¬ 
tached  to  the  resignation  of  Oliver  M.  W.  Sprague  as  economic 
adviser  to  the  Treasury.  Professor  Sprague,  whose  resignation 
had  first  been  rumored  early  in  July  1933,  resigned  Novem¬ 
ber  21  in  protest  against  the  government’s  monetary  policies 
and  announced  his  intentions  of  fighting  “a  drift  into  un¬ 
restrained  inflation.”  New  Yorf^  Times,  November  22,  1933. 

43.  Cf.  Federal  Reserve  Bulletin,  March  1934,  p.  141.  Only 
$200,000,000  has  actually  been  used  for  stabilization  operations. 

44.  Annual  Report  of  the  Secretary  of  the  Treasury  1936, 
p.  269. 

45.  Public  No.  i,  75th  Congress,  S  416. 

46.  Cf.  Foreign  Policy  Bulletin,  July  7,  1939,  and  New  York_ 
Times,  July  6,  1939. 

47.  Annual  Report  of  the  Secretary  of  the  Treasury  1934, 
pp.  204-05. 
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owing  to  the  subsequent  trend  of  the  American 
balance  of  international  payments,  has  been  the 
authority  to  sell  “gold  for  export  to  foreign  cen¬ 
tral  banks  whenever  our  exchange  rates  with  gold 
standard  currencies  reach  gold  export  point.”**® 
This  provision  limited  exports  to  the  members  of 
the  gold  bloc,  but,  on  October  13,  1936,  the  Sec¬ 
retary  of  the  Treasury  announced  that  “the 
United  States  will  also  sell  gold  for  immediate 
export  to  .  .  .  the  exchange  equalization  or 
stabilization  funds  of  those  countries  whose  funds 
likewise  are  offering  to  sell  gold  to  the  United 
States.”^^  This  announcement  was  supplemented 
on  November  26,  1936,  by  the  statement  that  the 
United  States  would  also  sell  gold  to  the  treasuries 
of  all  countries  which  reciprocated,^®  These  steps 
followed  the  so-called  Tripartite  Agreement  con¬ 
cluded  with  France  and  Great  Britain  on  Sep¬ 
tember  26,  1936,  and  subsequently  extended  to 
include  Belgium,  The  Netherlands  and  Switzer¬ 
land.  While  in  no  sense  a  stabilization  agreement, 
the  tripartite  declaration  provided  for  cooperation 
among  the  adhering  countries  “to  maintain  the 
greatest  p)ossible  equilibrium  in  the  system  of  in¬ 
ternational  exchange.”’* 

From  stabilization  until  December  22,  1936,  the 
Treasury  reimbursed  itself  for  the  cost  of  gold 
purchases  by  the  deposit  of  an  equivalent  amount  of 
gold  certificates  with  the  Federal  Reserve  Bank,’^ 
On  this  date,  however,  the  Treasury  announced 
a  sterilization  policy,  pursuant  to  which  newly 
mined  and  imported  gold  was  purchased  without 
issuing  gold  certificates  and  placed  in  an  “Inactive 
Gold  Account,”  which  prevented  it  from  being 
added  to  the  credit  base.”  With  the  decline  in 
general  business  activity,  $300,000,000  in  gold  was 
released  from  the  inactive  account  in  September 
1937,  and,  on  February  14,  1938,  the  Secretary  of 
the  Treasury  announced  that,  retroactive  to  Janu¬ 
ary  I,  1938,  only  gold  in  excess  of  $100,000,000 
acquired  in  any  one  quarter  of  the  year  would  be 
sterilized.”  In  April  1938,  the  inactive  account 
was  discontinued  entirely,  and  about  $1,400,000,000 

48.  Ibid. 

49.  Annual  Report  of  the  Secretary  of  the  Treasury  tgjj, 
p.  260. 

50.  Ibid.,  p.  262. 

51.  Ibid.,  p.  259. 

52.  For  a  brief  description  of  the  mechanics  of  gold  purchases, 
cf.  Treasury  Department,  Prest  Service,  March  23,  1939  (No. 
16-83),  containing  Secretary  Morgenthau’s  letter  to  Senator 
Wagner  on  monetary  policy.  The  complete  text  has  also  been 
published  in  The  Banker  (London),  Vol.  L,  No.  i6i,  June 
1939- 

53.  New  York,  Timet,  December  22,  1936.  Funds  to  acquire 
gold  for  sterilization  were  obtained  by  Treasury  borrowing. 

54.  Annual  Report  of  the  Secretary  of  the  Treasury  igjS, 
p.  21. 


of  gold  then  held  was  desterilized  by  the  issuance 
of  an  equal  amount  of  gold  certificates  to  the  Fed¬ 
eral  Reserve  banks.”  Since  that  time,  gold  ac¬ 
quired  by  the  Treasury  has  been  added  periodi¬ 
cally  to  the  credit  base. 

THE  RISE  OF  GOLD  STOCKS  1934-1939 

Stabilization  of  the  dollar  in  January  1934,  and 
the  clarification  of  monetary  policy  resulted  in  an 
immediate  inflow  of  gold,  the  net  total  for  1934 
having  amounted  to  $1,133,900,000,”  of  which 
about  40  per  cent  was  received  in  February  alone.’’ 
During  the  period  from  the  beginning  of  1934 
through  June  1939,  net  imports  of  gold  amounted 
to  $9,569,200,000  of  which  $1,121,300,000  was  held 
under  earmark  for  foreign  account  at  the  end  of 
June,  leaving  a  net  balance  of  $8,447,900,000.’® 
Domestic  gold  production  aggregated  $703,000,000 
during  the  same  period,  thus  bringing  the  total 
of  new  gold  to  approximately  $9,151,000,000.’’ 
The  country’s  entire  holdings  of  monetary  gold, 
which  were  valued  at  $4,033,000,000 — old  basis— 
at  the  end  of  January  1934,  have  risen  to  over 
$16,000,000,000.^®  All  but  about  $2,500,000,000  is 
held  by  the  Treasury  as  security  for  gold  certifi¬ 
cates  issued  to  the  Federal  Reserve  banks,  while 
the  Stabilization  Fund  accounts  at  present  for 
$1,800,000,000  of  the  remainder.^* 

Gold  is  imported  only  when  the  foreign  de¬ 
mand  for  dollars  needed  to  pay  for  American 
goods  and  services  or  to  acquire  capital  invest¬ 
ments  in  the  United  States  is  greater  than  the 
corresponding  American  requirements  for  foreign 
currencies.^^  Usually  it  is  impossible  to  ascertain 
exactly  to  what  degree  each  factor  in  this  excess 
demand  is  responsible  for  the  influx  of  gold. 

Nevertheless,  it  is  reasonably  clear  that  the  gold 
imports  of  the  United  States  during  1934-1937  did 
not  arise  from  service  or  commodity  transactions 
hut  were  closely  linked  with  the  concomitant  in- 

55.  Federal  Reserve  Bulletin,  May  1938,  p.  343. 

56.  Ibid.,  July  1939,  p.  577. 

57.  Ibid.,  March  1934,  p.  232. 

58.  Ibid.,  August  1939. 

59.  Ibid.  June  gold  prtxluction  figure  estimated. 

60.  The  actual  figure  on  July  26,  1939,  was  $16,227,000,000. 
Federal  Reserve  Bulletin,  August  1939,  p.  656. 

61.  Cf.  Treasury  Departnient,  Bulletin  of  the  Treasury  De¬ 
partment,  June  1939,  p.  46.  This  docs  not  include  the  activt 
)x>sition  of  the  Fund. 

62.  Cf.  Frank  Whitson  Fetter,  “U.S.  Balance  of  International 
Payments,”  Foreign  Policy  Reports,  May  15,  1936,  pp.  54-55- 
For  a  general  discussion  of  the  balance  of  payments,  particularly 
with  respect  to  capital  movements,  cf.  Carl  Iversen,  Aspects  oj 
the  Theory  of  International  Capital  Movements  (Copenhagen, 
Levin  and  Munksgaard,  1935),  pp.  31-92. 
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'  flow  of  capital,^*  Notwithstanding  devaluation  of 
.  the  dollar,  which,  according  to  orthodox  theory, 

,  should  have  encouraged  exports  and  checked  im- 
prts,  the  average  annual  export  surplus  in  1934- 
.  1937  was  only  $253,000,000,  as  compared  with 
$407,500,000  in  the  preceding  four  years.^'*  Con- 
squently,  there  was  a  sharp  reduction  in  the 
amount  of  money  due  to  us  on  this  account.  At  the 
same  time,  net  receipts  on  our  foreign  invest¬ 
ments  declined  sharply,  and  war  debt  payments 
virtually  stopped.  While  the  amount  of  money 
which  we  remitted  to  foreign  countries  in  the 
form  of  tourist  expenditures,  immigrant  remit¬ 
tances,  charity  and  other  outlays  also  dropped,  the 
shrinkage  was  not  nearly  so  pronounced  as  in  the 
case  of  payments  to  us.  Reflecting  these  factors, 
^  the  net  credit  balance  on  commodity  and  service 
account  averaged  $126,000,000  in  the  more  recent 
period,  against  $284,000,000  in  1930-1933.  On  the 
other  hand,  the  average  annual  net  inflow  of 
capital  during  1934-1937  was  $992,500,000,  and 
when  the  average  “residual  item”  credit  balance 
of  $395,000,000  is  taken  into  account,  this  figure 
approximates  the  yearly  average  gold  inflow  of 
$1,443,000,000.  Although  the  residual  amount  is 
described  officially  as  the  “net  discrepancy  as  a 
result  of  errors,  omissions,  duplications,  unesti- 
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63-  Cf.  U.S.  Department  of  Commerce,  Bureau  of  Foreign  and 
Domestic  Commerce,  The  Balance  of  International  Payments  of 
the  United  States  in  1937,  pp.  1-13.  Hereinafter  cited  as  Bal¬ 
ance  of  Payments  1937.  All  figures  concerning  the  balance  of 
payments  hereafter  used  computed  from  this  source  or  Federal 
Reserce  Btdletin,  June  1939. 

Internal  economic  recovery,  whether  or  not  induced  or 
aided  by  devaluation  of  the  dollar,  during  this  p>eriod  caused  im¬ 
ports  to  rise  more  rapidly  than  exports. 


mated  items,  and  unreported  transactions,”^’ 
there  is  strong  evidence  that  it  represented  an  un¬ 
recorded  capital  inflow  rather  than  errors  or  omis¬ 
sions  in  the  trade  or  service  accounts.^^ 

The  record  in  1938  is  sufficiently  different  from 
the  1934-1937  experience  to  warrant  separate  con¬ 
sideration.  Last  year,  business  recession  in  this 
country  caused  a  sharp  drop  in  demand  for  raw 
materials,  which,  together  with  generally  reduced 
purchasing  power  and  a  shrinkage  in  grain  im¬ 
ports,  caused  a  diminution  of  about  36.5  per  cent 
in  total  imports.  Exports,  on  the  other  hand, 
were  only  7.5  per  cent  below  the  1937  level,  owing 
to  a  relatively  high  rate  of  economic  activity 
abroad — induced  in  part  by  rearmament — which 
tended  to  sustain  demand  for  American  prod¬ 
ucts.  Consequently,  the  United  States  in  1938 
showed  an  export  surplus  of  $1,133,000,000,  a  figure 
which  had  not  been  reached  since  1921.  Mean¬ 
while,  the  net  capital  inflow  during  the  year 
amounted  to  $415,000,000,  despite  steady  with¬ 
drawals  which  persisted  until  the  development  of 
the  acute  stage  of  the  Czechoslavakian  crisis. 
These  two  factors,  together  with  a  residual  credit 
balance  of  $469,000,000,  largely  account  for  net 
gold  imports  of  $1,640,000,000  during  the  year. 

The  relationship  between  the  inflow  of  capital 
and  gold  imports  from  the  beginning  of  1935 

65.  Balance  of  Payments  1937,  p.  9. 

66.  For  a  complete  discussion  of  this  point,  cf.  ibid.,  pp.  9-11. 
For  example,  the  statement  is  made  (p.  9)  that:  “Throughout 
the  four  years,  however,  these  extraordinarily  large  gold  im¬ 
portations  were  almost  entirely  unrelated  to  the  position  of  the 
country  on  trade  and  service  account,  but  were  rather  the  coun¬ 
terpart  of  a  steady  transfer  of  capital  from  foreign  countries  to 
the  United  States.” 
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through  the  first  quarter  of  1939  is  illustrated  by 
the  accompanying  chart.  It  is  evident  that  the 
correlation  was  quite  close  through  the  third 
quarter  of  1937,  and  there  was  actually  a  small 
net  outflow  of  gold  in  the  last  quarter  of  1937 
and  the  first  quarter  of  1938  owing  to  the  with¬ 
drawal  of  capital.  Subsequently,  however,  gold 
imports  rose  far  higher  than  would  appear  to  be 
warranted  by  the  movement  of  capital.  The  an¬ 
swer  to  this  apparent  discrepancy  lies  largely  in 
the  movement  of  merchandise  trade,  which 
showed  an  average  quarterly  export  surplus  of 
$271  ,000,000  from  the  fourth  quarter  of  1937 
through  March  1939,  in  contrast  with  an  average 
of  less  than  $20,000,000  in  the  period  from  the  be¬ 
ginning  of  1935  through  September  1937.  In  the 
absence  of  this  factor,  there  would  probably  have 
been  a  considerable  outflow  of  gold  in  the  final 
quarter  of  1937  and  the  first  half  of  1938,  while 
imports  in  the  following  three  quarters  would 
have  been  much  smaller. 

REASONS  FOR  GOLD  INFLOW 

Analysis  of  the  balance  of  payments  for  the 
period  under  review  reveals  the  mechanical  as¬ 
pects  of  the  gold  inflow,  but  it  fails  to  explain  the 
circumstances  which  gave  rise  to  it.  Perhaps  the 
most  frequent  comment  on  the  gold  inflow  is 
that  it  has  resulted  from  the  “high”  price  paid  by 
the  United  States  Treasury  or  from  the  undervalu¬ 
ation  of  the  dollar.  The  price  of  gold  is  indeed 
too  high  in  relation  to  its  cost  of  production,  and 
it  may  be  some  time  before  costs  rise  sufficiently 
to  check  the  output.^^  In  volume  gold  production 
increased  by  49  per  cent  from  1933  to  1938,  which 
followed  a  rise  of  about  30  per  cent  from  1929  to 
1933.^®  In  terms  of  dollars  the  gold  output  in 
1938  was  thus  over  three  times  the  1929  figure,  but 
the  upward  trend — stimulated  by  declining  costs 
and  the  devaluation  of  the  pound  sterling  and 
other  currencies — was  already  strongly  in  evidence 
before  the  United  States  fixed  the  price  at  $35 
per  ounce.  For  obvious  reasons,  the  money  price 
paid  by  the  United  States  can  be  no  higher — aside 
from  small  day  to  day  variations — than  that  paid 
in  any  other  country  maintaining  a  gold  market.^^ 
Gold  has  gone  up  in  relation  to  almost  all  currencies. 
An  ounce  of  this  metal  at  present  can  be  exchanged 
for  3.1  times  as  many  yen  as  in  1929,  2.5  times  the 

67.  The  cost  of  wages,  taxes  and  materials  to  the  gold  min¬ 
ing  industry  has  advanced  far  less  than  the  69  per  cent  increase 
in  the  price  received  for  gold. 

68.  Year  Book,  of  the  American  Bureau  of  Metal  Statistics, 
1938. 

69.  For  a  lucid  discussion  of  this  point,  cf.  Treasury  Depart¬ 
ment,  Press  Service,  March  23,  1939  (No.  16-83),  cited,  pp.  7-9. 


number  of  French  francs,  an  average  of  about 
twice  as  many  Scandinavian  units  of  currency, 
and  1.8  times  as  many  pounds  sterling,  whereas  it 
will  buy  1.7  times  the  number  of  dollars.^®  The 
only  major  world  currencies  which  have  not  de¬ 
preciated  more  than  the  dollar  are  the  Dutch 
guilder  and  the  Swiss  franc.^* 

Aside  from  the  evidence  afforded  by  the  de-  I 
preciation  of  other  currencies  over  the  past  few 
years,  a  comparison  of  price  levels  does  not  in-  ; 
dicate  undervaluation  of  the  dollar.^^  In  other 
words,  devaluation  has  not  meant  placing  Ameri¬ 
can  goods  and  services  on  the  bargain  countcr.^^ 

On  the  contrary,  the  behavior  of  United  States 
foreign  trade  shows  clearly  that  devaluation  did  j 
not  check  imports  or  confer  any  special  advantage  » 
on  exports,  although  such  results  might  logically  j 
have  been  expected  from  an  undervalued  cur- 
rency.^"*  It  must  be  observed,  however,  that  re-  j 
strictions  on  trade  throughout  the  world  would  ' 
have  made  a  wide  advance  in  exports  difficult 
under  any  circumstances,  while  economic  recovery 
in  the  United  States  necessitated  a  higher  level  of  [ 
imports  regardless  of  the  gold  value  of  the  dollar.  [ 

With  the  exception  previously  observed  with  [  ^ 
respect  to  merchandise  trade  in  the  period  from  I  ' 
the  final  quarter  of  1937  through  the  first  quarter  I  ^ 
of  1939,  the  causes  of  the  importation  of  gold  f  ‘ 
into  this  country  are  identical  with  those  respon-  ’ 

sible  for  the  influx  of  capital.  There  is  little  evi-  ' 

dence  that  the  price  of  $35  per  ounce  for  gold  in-  ‘ 

duced  the  latter,  since,  given  the  same  general  • 

trend  of  economic  and  political  developments  in  ^ 

the  United  States  and  abroad  over  the  past  few  ^ 

years,  capital  would  have  flowed  to  this  country  ■  ‘ 
almost  regardless  of  the  price  of  gold.  If  no  price  \  | 
had  been  set,  of  course,  and  the  United  States  ' 

Treasury  had  not  been  willing  to  receive  gold  in  ^ 

unlimited  quantities,  the  inflow  might  have  been  *■ 

impeded.  The  principal  reasons  for  capital  im-  * 

ports  during  1934-1936  were  summarized  by  Sec-;  ^ 

70.  Computed  from  League  of  Nations,  Monthly  Bulletin  oj  j 

Statistics,  July  1939.  ) 

71.  The  German  mark  has  been  maintained  nominally  at  gold  f-  ? 

parity,  but  its  international  value  has  declined  sharply.  .  ^ 

72.  Cf.  Frank  D.  Graham  and  Charles  R.  Whittlesey,  "Hu  k  ^ 

Gold  a  Future?"  Foreign  Affairs,  April  1939,  p.  582.  Undoubt-  ^ 
ediy,  the  dollar  is  undervalued  in  relation  to  certain  specific  cur- 1  f 
rencies — such  as,  perhaps,  the  pound — but  it  is  overvalued  in  re  j 
lation  to  others.  , 

73.  For  a  discussion  of  this  point,  cf.  Donaldson,  The  Dollar,  7 
cited,  pp.  174-84. 

74.  Cf.  p.  147.  Although  the  power  to  devalue  the  dollar 

originally  was  linked  directly  with  the  international  position  ? 
of  the  United  States,  little  demand  for  devaluation  came  from  7< 
exporting  interests.  Donaldson,  The  Dollar,  cited,  p.  23.  ^ 
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rctary  of  the  Treasury  Morgenthau  as  follows 

“(a)  Capital  withdrawn  from  abroad  by  American 
owners  because  of  the  greater  security  or  the  more  at¬ 
tractive  field  for  investment  offered  the  capital  at 
home.  .  .  . 

“(b)  Funds  sent  to  this  country  by  foreigners  who 
likewise  felt  that  American  securities  offered  a  more 
attractive  or  more  secure  investment  opportunity  than 
did  investments  available  to  them  elsewhere. 

“(c)  Repurchase  by  foreigners  of  some  of  the  for¬ 
eign  securities  which  Americans  had  purchased  during 
the  post-war  decade.  .  .  . 

“(d)  Need  created  by  increasing  foreign  trade  for 
larger  working  dollar  balances  to  be  kept  in  American 
banks  by  foreign  banks  and  traders.  .  .  . 

“(e)  Fear  prevailing  in  some  countries  abroad  of 
confiscation  of  property  or  of  loss  through  inflation  of 
their  local  currencies  led  during  this  period  to  a  flight 
of  capital.  ... 

“(f)  Lastly,  funds  sent  to  this  country  by  speculators 
in  the  hope  or  expectation  that  an  exchange  profit  will 
be  possible  if  and  when  the  currencies  of  their  coun¬ 
tries  become  depreciated  in  terms  of  the  dollar.” 

During  the  period  from  the  beginning  of  1935 
through  April  26,  1939,  the  net  flow  of  capital 
into  the  United  States  amounted  to  $4,479,600,000, 
of  which  $1,934,400,000  represented  an  increase  in 
foreign  banking  funds,  $1,202,900,000  foreign  pur¬ 
chases  of  American  securities  and  $1,268,300,000 
the  repatriation  of  American  funds.’^  The  recluc- 
tion  of  American  assets  abroad  was  almost  equally 
divided  between  a  decrease  in  banking  funds  and 
the  redemption  or  repurchase  by  foreigners  of 
foreign  securities.  The  influence  of  political  and 
currency  uncertainties  abroad  is  evident  in  for¬ 
eign  purchases  of  American  securities,  although 
the  relative  attraction  of  investment  opportunities 
in  this  country  probably  was  the  chief  motivating 
factor.^*  On  the  other  hand,  aside  from  the  in¬ 
crease  in  working  balances  of  foreign  banks  in 
the  United  States,  the  addition  to  foreign  short 
term  funds  in  this  country  was  due  almost  entirely 
to  financial  and  political  factors.  The  heavy  influx 
in  the  early  part  of  1937,  for  example,  resulted 
primarily  from  large  purchases  of  dollar  balances 
in  anticipation  of  a  rumored  reduction  in  the 
price  of  gold.  Failure  of  this  expectation  to  ma¬ 
terialize,  together  with  a  deterioration  in  American 
business  conditions,  and  subsequent  fears  of  a 
further  devaluation  of  the  dollar,  precipitated  a 

75-76.  In  his  letter  of  September  22,  1936,  Senator  Vanden- 
burg,  quoted  in  Treasury  Department,  Press  Service,  March  23, 
1939  (No.  16-83),  cited. 

77-  Federal  Reserve  Bulletin,  August  1939,  p.  689. 

78.  For  a  general  discussion  of  the  capital  inflow,  cf.  Federal 
Reserve  Bulletin,  February  1939,  pp.  92-96. 


flight  of  capital  from  the  United  States  in  the  last 
half  of  1937  and  the  early  part  of  1938.  The  flow 
was  again  abruptly  reversed,  however,  when  the 
fear  of  war  became  acute  (see  chart,  p.  147).^^ 

GOLD  AND  THE  CREDIT  STRUCTURE 

Since  gold  forms  the  base  of  our  currency  and 
credit  structure,  it  is  apparent  that  the  inflow  of 
this  metal  over  the  past  few  years  must  have  reper¬ 
cussions  of  an  internal  nature.  Up  to  the  present 
the  effects  have  been  more  potential  than  direct. 
During  the  first  two  and  a  half  years  after  devalu¬ 
ation,  the  “easy  money”  policy  of  1933  was  con¬ 
tinued,  this  time  by  allowing  gold  imports  to 
broaden  the  credit  base  rather  than  by  having 
the  Federal  Reserve  Bank  purchase  government 
bonds  in  the  open  market.®®  As  a  result,  excess 
reserves  of  the  member  banks  rose  from  less  than 
$1,000,000,000  in  January  1934,  to  about  $3,000,- 
000,000  in  July  1936.®^  On  the  basis  of  existing 
reserve  requirements,  the  member  banks  theoreti¬ 
cally  could  have  expanded  credit  in  the  form  of 
demand  deposits  by  $30,000,000,000,  which  was 
approximately  double  the  total  at  that  time.  Gold 
imports  were  thus  directly  responsible  for  a  wide 
expansion  in  the  credit  base,  which,  had  it  been 
put  to  use,  would  have  been  highly  inflationary.®^ 
There  was,  however,  no  demand  for  credit  com¬ 
mensurate  with  the  potential  supply. 

In  order  to  prevent  an  undue  expansion  in 
credit,  the  Board  of  Governors  of  the  Federal 
Reserve  System  ordered  a  50  per  cent  increase  in 
reserve  requirements  as  of  August  15,  1936,  and 
a  further  increase  of  33  1/3  per  cent  was  announced 
the  following  January.®^  Also,  as  an  additional 

79.  For  detailed  figures  on  capital  movements  since  January  2, 
1935,  cf.  Federal  Reserve  Bulletin,  August  1939,  pp.  689-91; 
April  1938,  pp.  267-77,  and  May  1937,  pp.  394-431- 

80.  “The  gold  coming  to  this  country  was  almost  entirely  for 
private  account.  Individuals  or  groups  of  individuals  would  ship 
gold  to  a  bank  in  the  United  States  and  receive  a  deposit  credit 
for  the  dollar  value  of  the  shipment.  The  gold,  in  turn,  would 
be  handed  over  to  the  Treasury,  and  the  member  bank  would 
receive  a  check  on  its  federal  reserve  bank  for  the  monetary 
value  of  the  gold  so  handed  over.  Thus,  the  gold  imports  .  .  . 
had  the  effect  of  swelling  ever  higher  the  total  excess  reserves 
of  the  member  banks.”  Edwin  Walter  Kemmerer,  The  A  B  C 
of  the  Federal  Reserve  System  (Princeton,  Princeton  University 
Press,  1938),  pp.  251-52. 

81.  Federal  Reserve  Bulletin,  August  1936. 

82.  For  a  discussion  of  the  problem  of  rising  reserves  at  this 
time,  cf.  Kemmerer,  The  A  B  C  of  the  Federal  Reserve  System, 
cited,  pp.  252-54,  and  Institute  of  International  Finance  of  New 
York  University,  “Managed  Currency  in  the  United  States,” 
Bulletin  No.  102,  November  7,  1938,  pp.  7-9. 

83.  Federal  Reserve  Bulletin,  August  1936,  and  February  1937. 
The  required  demand  deposit  (payable  within  30  days)  reserve 
for  central  reserve  city  banks  (New  York  and  Chicago)  was 
increased  in  August  1936,  from  13  per  cent  to  19.5  p)er  cent; 
for  reserve  city  banks  (about  61  cities  aside  from  New  York  and 
Chicago)  from  10  per  cent  to  15  per  cent;  and  for  country  banks 
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preventive  measure,  a  policy  of  gold  sterilization, 
which  meant  that  further  acquisitions  of  gold 
would  not  be  added  to  the  credit  base,  was  insti¬ 
tuted  in  December  1936.  Pursuant  to  this  plan, 
the  Treasury  purchased  gold  by  the  sale  of  its 
obligations,  and  the  gold  thus  acquired  was  added 
to  the  “Inactive  Gold  Account.”®"*  As  a  conse¬ 
quence  of  these  measures,  excess  reserves  of  the 
member  banks  fell  to  a  low  point  of  only  $704,- 
000,000  on  August  4,  1937,  about  two  months  after 
the  period  of  recovery  had  passed  its  peak.®' 

When  it  became  increasingly  evident  during 
the  late  summer  and  early  fall  of  1937  that  the 
country  was  facing  a  serious  trade  recession,  the 
American  Administration  reverted  to  the  earlier 
expansionist  or  reflationary  policies.  In  addition 
to  the  renewal  of  pump-priming,  the  Treasury  de- 
sterilized  $300,000,000  gold  in  September,  and 
abandoned  the  sterilization  policy  completely  in 
the  spring  of  1938.®^  In  accordance  with  a  delib¬ 
erate  plan  to  expand  excess  reserves,  the  authori¬ 
ties  cut  reserve  requirements  by  approximately 

13  1/4  per  cent,  effective  April  16,  1938.®^  Follow¬ 
ing  this  action,  excess  reserves  rose  to  about  $2,- 
500,000,000;  and  they  have  since  pursued  a  gen¬ 
erally  upward  course,  amounting  on  July  26, 
1939,  to  about  $4,500,000,000.®®  Based  on  existing 
reserve  requirements,  this  would  permit  an  ex¬ 
pansion  of  about  $24,000,000,000  in  member  bank 
credit,  or  an  increase  of  approximately  88  per  cent 
over  existing  demand  deposits.  While  the  record 
of  the  past  few  years  has  demonstrated  the  ex¬ 
istence  of  credit  facilities  does  not  create  a  demand 
for  it,  the  basis  for  substantial  credit  inflation 
undoubtedly  exists. 

WHAT  IS  THE  GOLD  PROBLEM? 

So  far  as  the  internal  position  of  the  United 
States  is  concerned,  the  rise  in  excess  reserves  as 

from  7  per  cent  to  10.5  per  cent.  The  January  1937  increase 
brought  reserve  requirements  to  26  per  cent,  20  {)cr  cent  and 

14  per  cent,  respectively,  which  were  the  maxima  permitted 
under  the  Banking  Act  of  1935. 

84.  Federal  Reserve  Bulletin,  January  1937.  The  period  during 
which  gold  was  sterilized  marked  the  only  time  that  the  pur¬ 
chase  of  gold  entailed  a  direct  charge  on  the  Treasury  other 
than  the  cost  of  storage.  For  a  discussion  of  the  sterilization 
policy,  cf.  Paul  Einzig,  Will  Gold  Depreciate?  (London,  Mac¬ 
millan,  1937),  pp.  67-69  and  155-65.  The  net  effect  was  that 
new  gold  increased  deposits  without  increasing  basic  reserve 
money  (gold  certificates).  Cf.  Kemmerer,  The  A  B  C  of  the 
Federal  Reserve  Systerti,  cited,  pp.  257-59. 

85.  Cf.  Federal  Reserve  Bulletin,  January  1938,  pp.  20,  44. 
For  a  brief  review  of  the  deflationary  period,  cf.  also  “Managed 
Currency  in  the  United  States,”  cited,  pp.  9-10. 

86.  Cf.  p.  146.  Also,  World  Economic  Survey  1937-38,  cited, 
p.  104. 

87.  Federal  Reserve  Bulletin,  May  1938. 

88.  Ibid.,  August  1939. 


gold:  an  AMERICAN  DILEMMA  k 

a  result  of  gold  imports  constitutes  perhaps  tht  I  J 
most  immediate  and  tangible  aspect  of  the  gold  I 
problem.  Thus  far,  however,  the  inflationary  po-  [ 
tentialities  of  our  huge  bank  reserves  have  not  I  j 
come  into  play  because  the  volume  of  business  f  j 
has  been  too  low  to  require  any  great  amount  of  j 
bank  credit.  The  chief  effect  of  high  reserves  has  S 
been  to  keep  interest  rates  on  prime-grade  bonds—  I 
corporate  as  well  as  government — at  an  extremely 
low  level.  Yet,  the  reluctance  of  business  to  ex¬ 
pand  existing  facilities,  or  the  lack  of  necessity  for 
such  expansion,  is  reflected  in  the  fact  that  total 
security  offerings  for  new  capital  (excluding  re-  ( 
funding  issues)  amounted  to  only  $827,000,000  in  Ii 
1938,  as  compared  with  an  average  of  almost  J 
$6,000,000,000  annually  in  1926-1930.®^  Total  bank 
loans,  moreover,  which  on  June  29,  1929,  amounted 
to  $41,531,000,000,  were  only  $21,154,000,000  on 
March  29,  1939.^° 

A  large  part  of  the  gold  which  has  entered  this  C 
country  during  the  past  few  years  represented  the 
vehicle  by  which  capital  came  to  the  United  States 
for  investment  or  safekeeping,  and  the  withdrawal  jj 
of  a  large  part  of  these  funds  might  be  harmful  to 
this  country.  Should  political  uncertainties  abroad 
be  eliminated,  a  certain  outflow  probably  would 
take  place  almost  regardless  of  the  relative  attrac¬ 
tion  of  American  and  foreign  investments.  A  new  •( 
economic  slump  in  this  country  might  have  the  '5 
same  effect,  although  for  the  time  being,  at  least, 
war  fears  are  very  likely  a  more  potent  influence 
than  economic  considerations.  The  removal  of  M; 
such  fears,  combined  with  evidence  of  world  eco-  i/ 
nomic  stability,  might  well  be  reflected  also  in  a 
resumption  of  foreign  lending  or  investing  on  the 
part  of  Americans.  ti( 

'fotal  foreign  investments  in  the  United  States 
are  estimated  at  approximately  $7,883,000,000  of 'in 
which  about  $4,500,000,000  represents  the  inflow  st; 
since  the  end  of  1933.^'  While,  theoretically,  our  d 
gold  reserves  are  adequate  to  permit  complete  cii 
withdrawal  of  these  funds,  the  combination  of  At 
sudden  foreign  liquidation  of  securities  and  a  sub¬ 
stantial  gold  outflow  doubtless  would  have  a  pro- 
found  deflationary  effect  in  this  country.  Such  an 
eventuality  is,  however,  decidedly  remote,  al-  in 
though  a  change  for  the  better  in  the  world  a 
politico-economic  outlook  might  cause  a  rapid  rc- 
duction  in  foreign  short  term  balances  —  chiefly  wi 
demand  deposits  —  placed  at  about  $2,193,000,000.  Sjv 
In  addition,  a  certain  amount  of  American  securi-)nii 

89.  Standard  Statistics  Co.,  Inc.,  Standard  Trade  and  Securitiei, 
Current  Statistics,  June  1939,  p.  7,  and  Basic  Statistics,  p.  A-Ji. 

90.  Federal  Reserve  Bulletin,  August  1939,  p.  657.  ket 

91.  Investment  data  compiled  from  Balance  of  Internatiotd  $51 
Payments  1937  and  Federal  Reserve  Bulletin,  August  1939.  Au 
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monetary  gold  stocks  of  the  world* 

{in  millions  of  old  gold  dollars) 


Country 

Dec.  1929 

Dec.  1933 

June  1939 

Belgium 

163 

380 

319 

France 

1,631 

3,015 

l,846t 

Netherlands 

180 

371 

472 

Switzerland 

115 

386 

353 

United  Kingdom 

711 

933 

l,652t 

Total 

2,800 

5,085 

4,642 

Per  cent  of 

world 

27% 

42% 

28% 

Germany 

560 

109 

17§ 

Italy 

273 

373 

114 

Japan 

542 

212 

97 

Total 

1,375 

694 

228 

Per  cent  of 

world 

14% 

6% 

1% 

Other  foreign 

2,177 

2,244 

2,014 

Per  cent  of 

world 

21% 

19% 

12% 

United  States 

3,900 

4,012 

9,596t 

Per  cent  of 

world 

38% 

33% 

59% 

World  totalX  10,252 

12,035 

16,480 

•Compiled  from  League  of  Nations,  Money  and  Banting, 
1938-39,  Vol.  I,  Monetary  Review,  p.  139,  and  Monthly  Bulletin 
of  Statistics,  July  1939,  p.  320;  and  Federal  Reserve  Bulletin, 
August  1939,  p.  686. 

tincludes  gold  held  by  the  exchange  stabilization  fund  as  of 
March  1939. 

SAs  officially  reported.  Docs  not  include  “hidden”  reserves. 
^Excluding  the  U.S.S.R. 


ties,  of  which  about  $3,255,000,000  is  held,^*  might 
be  liquidated,  although  a  large  percentage  of  such 
investments  represents  long-term  and  relatively 
ow  f  stable  holdings.  Aside  from  the  adverse  psy- 
^chological  effect  of  a  gold  outflow  under  such  cir¬ 
cumstances,  there  should  be  no  pronounced  in¬ 
fluence  on  the  American  credit  structure. 

The  foregoing  hypotheses  are  not  based  upon 
•tO'hvar  possibilities.  In  the  event  of  hostilities,  foreign 
I  investments  in  this  country — most  of  which  are 
in  the  hands  of  the  democracies — would  constitute 
a  valuable  war  chest,  and  liquidation  of  a  large 
portion  of  them  would  doubtless  follow.  The  funds 
would  be  withdrawn  in  the  form  of  goods,  how- 
I  ever,  rather  than  gold,  and,  in  fact,  more  of  the 
metal  would  probably  be  shipped  to  supplement 

{lies,  existing  assets.  Under  such  circumstances,  the 
^•32. 

This  total  includes  $2,250,000,000  in  common  stocks  (mar- 
ket  value),  $425,000,000  in  preferred  stock  (par  value)  and 
loiut  $580,000,000  bonds  (par  value).  Cf.  Federal  Reserve  Bulletin, 
August  1939,  p.  645. 


present  problem  of  excess  gold  stocks  would  be 
intensified,  and  its  ultimate  solution  would  neces¬ 
sarily  be  postponed  until  the  more  remote  future. 
Meanwhile,  war  itself  almost  certainly  would  in¬ 
volve  the  temporary  abandonment  of  the  interna¬ 
tional  gold  standard  in  the  limited  sector  in  which 
it  is  now  operative. 

It  is  often  claimed  that  the  United  States  by 
adhering  to  the  present  policy  of  unlimited  pur¬ 
chases  at  $35  per  ounce  is  not  only  draining  the 
world  of  its  monetary  gold  supply,  but  is  exchang¬ 
ing  American  wealth — in  the  form  of  goods  and 
securities — for  a  commodity  of  dubious  future 
value.  According  to  this  line  of  reasoning,  the 
fact  that  almost  every  country  in  the  world  has 
abandoned  the  gold  standard  is  considered  pre¬ 
sumptive  evidence  that  the  United  States  is  sup¬ 
porting  a  lost  cause,  and  that  this  country  will 
eventually  “get  stuck”  with  the  world’s  gold.  Yet, 
the  experience  of  many  countries  has  shown  that 
the  attempt  to  conduct  international  commercial 
and  financial  relations  without  the  use  of  gold  is 
at  best  a  makeshift.^* 

From  the  end  of  1929  to  June  30,  1939,  monetary 
gold  stocks  of  the  world — including  on  the  latter 
date  the  British  Equalization  Fund  and  the  French 
Stabilization  Fund — increased  60  per  cent,  while 
the  gold  stocks  of  the  United  States  rose  146  per 
cent.^"*  The  United  States  now  holds  about  59  per 
cent  of  the  world’s  monetary  gold,  as  compared 
with  38  per  cent  in  December  1929,  while  the 
other  adherents  to  the  tripartite  accord — Belgium, 
France,  The  Netherlands,  Switzerland  and  the 
United  Kingdom — have  increased  their  share  from 
27  per  cent  to  28  per  cent.^’  On  the  other 
hand,  the  gold  holdings  of  the  Fascist  bloc  — 
Germany,  Italy  and  Japan  —  declined  from  14  per 
cent  of  the  world  total  in  1929  to  only  about  i  per 
cent  last  June,  and  the  share  of  all  other  foreign 
countries  shrank  from  21  to  12  per  cent.  Since  De¬ 
cember  1933,  the  United  States  has  added  about 
$5,584,000,000  (pre-1933  dollars)  worth  of  gold  to 
its  stock,  but  only  about  a  fifth  of  this  represented 
a  drain  on  foreign  central  bank  reserves,  the  bulk 
being  accounted  for  by  new  production  and  move¬ 
ment  of  gold  out  of  hoarding.  Although  obvi- 

93.  cf.  Secretary  Morgenthau’s  reply  to  Senator  Wagner  on 
gold  policy,  Treasury  Department,  Press  Service,  March  23,  1939. 
Cf.  also  Hjalmar  Schacht,  “Germany’s  Colonial  Demands,”  For¬ 
eign  Affairs,  January  1937,  pp.  226-29;  and  “German  Trade  and 
German  Debts,”  Foreign  Affairs,  October  1935. 

94.  These  changes  do  not  reflect  the  increase  in  the  price  of 
gold. 

95.  At  the  end  of  1933,  this  group  held  42  per  cent  of  the 
world  total  and  the  United  States  33  per  cent,  but  the  decrease 
in  the  physical  volume  through  June  1939  was  only  about 
10  per  cent. 
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ously  numerous  countries  have  suffered  heavy 
losses,  it  is  apparent  in  any  event,  that  many  na¬ 
tions  aside  from  the  United  States  have  an  im¬ 
portant  stake  in  gold  as  a  monetary  base.  In  ad¬ 
dition,  the  British  Empire,  which  accounted  for 
about  54  per  cent  of  gold  output  in  1938,  is  vitally 
interested  in  the  future  of  gold  as  a  producer. 

CONCLUSION 

To  summarize  briefly,  present  American  gold 
policy  is  the  outgrowth  of  emergency  measures 
taken  in  March  and  April  1933  to  deal  with  a 
domestic  banking  crisis  which,  in  turn,  had  its 
origin  in  three  and  a  half  years’  of  deflation.  Fol¬ 
lowing  the  definite  abandonment  of  the  gold 
standard,  the  Administration  gradually  evolved  a 
clear  policy  of  using  dollar  depreciation  as  a  do¬ 
mestic  price-raising  measure — presumably  in  re¬ 
sponse  to  heavy  political  and  popular  pressure  for 
inflation.  Either  because  of  the  conviction  that 
such  measures  were  not  practicable  or  because  of 
the  ascendancy  of  so-called  “sound  money”  influ¬ 
ences,  this  phase  of  monetary  policy  came  to  a 
halt  with  the  stabilization  of  the  dollar  at  59.06 
per  cent  of  its  former  gold  value  on  January  31, 
1934.  While  this  step  did  not  signalize  abandon¬ 
ment  of  all  attempts  to  “manage”  money  or  to 
stabilize  or  raise  the  price  level  as  a  fundamental 
objective,  the  emphasis  shifted  to  monetary  con¬ 
trols  other  than  the  alteration  of  the  gold  content 
of  the  dollar. 

The  influx  of  gold  which  followed  the  estab¬ 
lishment  of  a  fixed  price  of  $35  per  ounce  has 
various  unfavorable  implications,  both  for  this 
country  and  the  world  at  large.  On  any  basis  of 
computation,  the  United  States  already  has  far 
greater  stocks  than  can  serve  any  useful  purpose. 
Yet,  under  the  circumstances  which  prevailed 
over  the  past  six  years,  gold  would  have  come  to 
this  country  in  large  volume  regardless  of  the 
dollar  price.  Recent  capital  movements  have  been 
motivated  largely  by  political  factors,  and  it  is  im¬ 
probable  that  any  action  could  be  taken  to  stem 
the  tide  without  creating  additional  problems. 
Reducing  the  price  of  gold,  for  example,  might 
tend  to  check  the  inflow,  but  only  at  the  expense 
of  raising  the  cost  of  our  exports,  lowering  the 


price  of  imports  and  exercising  a  generally  defla¬ 
tionary  influence  on  our  economic  structure  as  a 
whole.  Action  of  this  nature,  unless  it  were  done 
gradually,  would  be  akin  to  endangering  the  po- 
sition  of  American  business  in  order  to  make  this 
country  a  less  attractive  haven  for  foreign  funds. 
Nor  would  a  cessation  of  gold  purchases  by  the 
Treasury  be  a  desirable  solution,  since  the  demand 
for  American  exchange  abroad  would  probably 
be  strong  enough  to  bring  about  a  rise  in  the  inter¬ 
national  value  of  the  dollar.  Thus,  the  net  effect 
on  the  American  economy  would  be  similar  to 
that  resulting  from  a  reduction  in  the  price  of 
gold.  In  addition,  while  gold  imports  would  be 
stopped,  a  new  era  of  international  monetary  con¬ 
fusion  would  be  precipitated. 

In  the  absence  of  war,  the  American  gold  prob¬ 
lem  should  tend  to  correct  itself  gradually,  al¬ 
though  perhaps  not  in  the  traditional  way.  Broad 
economic  recovery  in  the  United  States,  whether 
or  not  influenced  by  the  superabundance  of  avail¬ 
able  credit  made  possible  in  part  by  gold  im¬ 
ports,  would  find  reflection  in  a  sharp  increase  in 
imports,  expenditures  of  American  tourists  abroad 
and  other  payments  to  foreigners.  The  produc¬ 
tion  of  gold  itself  would  decline  under  the  sub¬ 
stantial  rise  in  the  world  price  level  which  would 
logically  accompany  a  period  of  genuine  recov¬ 
ery.  The  solution  or  mitigation  of  world  political 
problems,  moreover,  would  tend  both  to  encour¬ 
age  the  repatriation  of  foreign  capital  now  seeking 
refuge  in  the  United  States  and  give  new  impetus 
to  American  investments  abroad. 

Unfortunately  the  present  world  political  out¬ 
look  gives  small  encouragement  to  the  immediate 
realization  of  this  hypothetical  series  of  events. 
War  itself,  as  previously  pointed  out,  would  prob¬ 
ably  mean  the  withdrawal  of  foreign  funds  in 
this  country  in  the  form  of  goods  rather  than 
gold,  and  stocks  of  the  latter  would  more  likely 
be  increased  than  diminished.  Meanwhile,  the 
present  huge  gold  holdings  of  the  United  States 
carry  the  seeds  of  credit  inflation  far  surpassing 
the  boom  period  of  the  late  twenties,  despite  the 
fact  that  thus  far  deliberate  efforts  to  expand 
credit  have  met  with  little  success. 


The  September  15  issue  of  FOREIGN  POLICY  RL PORTS  will  be 

THE  OUTLOOK  FOR  PHILIPPINE  INDEPENDENCE  By  Frederick  T.  Merrill 

Can  the  Philippine  Islands  successfully  maintain  their  independence  after  1946?  Has  a  "re¬ 
examination”  of  the  independence  question  become  necessary?  This  report  analyzes  the 
outlook  for  Philippine  economic  and  political  stability  in  the  light  of  the  threatening  devel¬ 
opments  now  taking  place  in  the  Far  East. 
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